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-KEY ECONOMIC INDICATORS 


All values converted to USS$Million at Rs. 8.00 equals 
US$1.00; Data are at end of IFY (April-March) unless 
otherwise specified. All statistics are from official Indian 
Government sources with the exception of income data which 
are Embassy estimates and the US trade data which is from 
the Survey of Current Business, US Department of Commerce. 


1972/73 1973/74 1974/75 Change % 
prapernad) C/B 


A B 
INCOME AND PRODUCTION 
GNP at current prices 96,000 +27. 
GNP at 1969-70 prices 50,000 - l. 
Per capita GNP - current prices ($) 162.0 +25. 
Per capita GNP - 1969-70 prices ($) 84.0 - 3. 


Index of Industrial Production (1960=100) 204.0 + 1, 
Index of Agricultural Production 
(1959/ 60-1961/62=100) 126.4 


MONEY AND PRICES 

Money supply with public 13,880 a/ 
Public debt outstanding 23,000 
Wholesale price index (1961-62=100) 325.1 b/ 
Domestic savings rate (Percent) 13.0 


. FOREIGN EXCHANGE RESERVES AND TRADE 
Gold and foreign exchange reserves 1,340 c/ 
Total Indian exports (FOB) 1,581 d/ 
Exports to the US (FOB) 189 e/ 
Total Indian imports (CIF) 1,759 d/ 
Imports from the US (FOB) 239 ef 
Balance of Trade - 


UNEMPLOYMENT 

Number of persons (million) registered with 
Employment Exchanges - end June 1972, 
1973, 1974 


As of September 6, 1974; change over same period in 1973 

As of August 31, 1974; change over same period in 1973 

As of end-September 1974; includes $358 million Fund credit; change over 
end-September 1973 

Five months (April-August 1974) totals; change over same months in 1973 
Covers period April-July 1974 
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SUMMARY 

India's immediate economic prospects are not promising. 
Food is in short supply, and this summer's disappointing monsoon will 
cause lower food production this autumn. Millions of tons of food- 
grains are being imported from abroad, mainly from the US. With total 
income almost stagnant, real per capita income is expected to fall 
this year. 


Industrial production is expected to show a small rise at best. An acute 
shortage of electric power is the most important reason, but bottlenecks 
in coal distribution, transportation difficulties, shortages of crucial raw 
materials and a squeeze on short term commercial credit have also been 
important factors. Heavy industry and textiles have suffered markedly 
from these problems, but engineering goods, sugar, and certain other 
export industries are doing well. Fears have been expressed that the 
credit squeeze will lead to an economic recession. 


Inflation has been running at an annual rate around 30 percent a year, with 
food prices rising even more, although there are signs that the government's 
anti-inflation policies are starting to take effect. Despite new taxes and 
expenditure cuts, the Central Government budget deficit this year may be 
$600 million. The rise in the money supply has been slowed from last year 
but is still well in excess of real output. 


The external economic position is more promising. Imports rose 54 percent 

over a corresponding period last year, because of much higher petroleum 

prices and the need for large imports of foodgrains. However, the trade gap 
was not as great as expected because exports are running 48 percent ahead 

of last year. India's foreign reserves have dropped only slightly and now 

total $1.3 billion, which represents more than 3 months worth of imports. 

The Aid India Consortium has pledged $1.4 million in assistance in IFY 1974/75. 


- 


The recently formed Indo-US Joint Commission is expected to provide a useful 
forum for discussing trade and investment issues. Major US exports to India 
this year include 2.4 million tons of wheat, and 4 Boeing 737 aircraft. 

Textile and mining machinery and transportation and oil exploration equipment 
have good long-term prospects but for now, the Government is exercising 
Stringent controls on the use of free foreign exchange for the purchase of goods 
other than essential commodities as petroleum, fertilizers, and food. 
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CURRENT ECONOMIC SITUATION AND TRENDS 


The Indian economy is confronted with some difficult problems. 
Owing mainly to a weak monsoon, agricultural output is lagging 
behind need and a variety of factors is causing industrial output 
to grow little if at all. At the same time,inflation is rampant, 
although there are recent signs that, perhaps owing to some anti- 
inflationary monetary and fiscal steps taken by the government, 
it is beginning to recede. 


A good monsoon next year would certainly help get the economy 
moving again. So would cheaper oil and cheaper and more readily 
available fertilizer. There seems, however, to be a growing feeling 
in India that part of the answer lies in governmental steps to stimulate 
production. While India remains firmly committed to socialism and 

its own path towards self reliance, there are some signs of a growing 
pragmatism and a willingness to reexamine past policies. 


Agriculture 


Agriculture remains the backbone of the Indian economy, with almost 
half of national income coming from agriculture, and 70 percent of the 
labor force working on the land. Despite recent attempts to modernize 
farming, Indian agriculture remains heavily dependent upon the summer 
monsoon, which this year was substantially below the excellent rainfall 
of 1973, and not much better than the poor monsoon of 1972. Northern 
and Central India were particularly hard hit by scanty rainfall, while 
some areas in the Northeast suffered from floods. Not only are moisture 
levels in the soil low, but water levels in many reservoirs are well 
below normal. Hydroelectric power generation has been cut back, and 
electric power for irrigation has been reduced. 


Although the Fertilizer Corporation of India has embarked on a large scale 
expansion program, shortages of power and raw materials such as 
phosphoric acid, poor maintenance and a host of other problems have kept 
the Indian fertilizer industry from producing at more than 60 percent of 
capacity. The price of both imported and domestic fertilizers has doubled 
and many farmers are reluctant to use them at recommended levels. 


The combination of these factors means that foodgrain production this 
autumn will fall well below last year's level of 66.7 million tons. While 
there is hope that the spring crop just planted will surpass last year's 
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figure of 37 million tons, it may be difficult for total food production in 
the crop year that started July 1, 1974 to reach last year's level. : 
Meanwhile there are 13 million more mouths to feed. Food shortages 
have already started to occur in some parts of India. Buffer stocks of 
foodgrains were reduced to a minimum after the poor monsoon of 1972, 
and it has not been possible to rebuild them. 


India has already imported or arranged to import about four and one half 
million tons of foodgrains since April, with around one half of this amount 
purchased at commercial rates from the US. This total includes a 
prospective 1,000,000 tons from the European Economic Community, 
including a 300,000 tons grant and the sale of 700,000 tons on commercial 
terms (with freight costs absorbed by the sellers). Maintenance of 
existing dietary levels might well require India to import an additional 
1-3 million tons of grain this winter on top of what has already been 
purchased. The continuing need to import food because of lagging 
agricultural output has led the new Finance Minister C. Subramaniam 

to hint that the Government may shift its priorities more towards 
agriculture and away from heavy industry. 


The Indian Government has not been particularly successful in persuading 
the farmers to part with grain to the Government at a procurement 

price low enough so that the Government can sell it in the cities at 

a price the poor can afford without requiring an unacceptably large 
budgetary subsidy. In 1973 under the theory that middlemen were 
profiteering, the Government took control of the wholesale distribution 
of wheat, but returned the wholesale trade to the private sector earlier 
this year when supplies procured by the Government did not increase. 
However, farmers are dissatisfied with the Government procurement 
prices and the new policy has not lured out sufficient stocks of whatever 
grain is available. The situation has resulted in public exhortations 

by the Prime Minister and threats to use the Maintenance of Internal 
Security Act against large farmers and wholesalers if there is nota 
substantial upsurge in grain procurement by the Government. 


Production of cash crops has been mixed. The area under sugar cultivation 
has increased, responding to higher prices and strong world demand. 

The value of sugar exports this year has been much higher than last year. 
Cotton production is not expected to increase from last year because of 
inadequate rainfall and fertilizer use, thus curbing cotton textiles 

exports and necessitating imports of medium staple cotton from the 

US, the Soviet Union, and other suppliers. An oversupply and depressed 
prices of jute last year led many farmers to cultivate rice instead 

of jute in 1974. Tea production and exports have done very well because 
of strong international demand and export earnings are expected to be 

60 to 70 percent this year over last year's level. India is seeking to establish 
an export floor price in concert with Sri Lanka, Kenya, and other major 

tea exporters. 





Industry 


Industrial production is expected to show only a small rise at best 

this year. The most important obstacle to increased industrial 
production and the better utilization of existing capacity is an acute 
power shortage, which has been particularly bad in the major 

industrial areas of West Bengal, Punjab and Haryana. Bottlenecks, 
shortages of suitable grades of coal, poor maintenance, labor problems, 
and a host of other troubles have kept thermal power plants operating 
well below capacity. Hydroelectric power generation in many areas 

has been reduced by below average rainfall, and output from the gigantic 
Bhakra Dam, crucial to industry and agriculture in the Punjab and Haryana, 
has been particularly affected. 


Heavy industry is still in the doldrums. While coal production will have 
increased by 5 million tons from last year to 83 million tons, distribution 
bottlenecks continue to hinder a wide range of industries. Steel produc- 
tion will approximately equal last year's level of 5 million tons, which is 
well under capacity. India's railroads continue to suffer from poor 
performance which affects many industries adversely. 


The Government of India has dealt with the higher price of oil by reducing 
crude imports 8 percent below the 1973 level. The chemical industry has 
been hurt by a cutback in imports of petroleum and petrdeum-based raw 
materials. The Indians are yet to achieve a proper balance of refined 
products: such an essential consumer commodity as kerosene is in short 
supply, while naphtha, paradoxically, must be exported because fertilizer 
plants are working well below capacity. 


Indian Government programs to accelerate development of the country's 
ferrous and non-ferrous metals resources are running into snags. While 
India has successfully renegotiated iron ore export contracts with Japan 
and may expand sales to Western Europe, exports are hindered by mining 
and transportation difficulties. As with tea, India is seeking joint pricing 
arrangements among iron ore exporters. 


The cotton textile industry is operating well below capacity, partly because 
of a noticeable shortage of domestic cotton and a fall in demand, largely 
domestic. A modernization program for this long-established industry will 
require nearly $1 billion in new plant and equipment during the next ten 
years. Exports of jute products have been hurt by power shortages and 
shortages of raw jute. 





In keeping with the drive to expand export earnings, the Indians plan 
a rapid expansion of shipping over the next three years, mainly by 
purchases from foreign shipyards. Most of the new vessels will be 
bulk carriers and cargo ships. LASH ships have started to arrive at 
Indian ports. 


A combination of factors has caused a decline in the profitability of 
private sector enterprises, and tight money seems to be limiting 
investment. The credit squeeze has already reduced working capital 
and threatens to curtal output in a number of industries, including 
cement, steel, and consumer durables. Some public sector firms have 
reportedly improved their profit performance. The Government has been 
increasingly firm in its opposition to strikes in important industries as 
was shown during the nationwide railroad strike last May. 


Indian businessmen have expressed the hope that the recent Central 
Government Cabinet reshuffle strengthens the shift toward pragmatism in 
the higher levels of the Indian government. Government restrictions on 
smaller private sector firms have been eased. Everything is still ona 
case-by-case basis, but firms with annual output of less than Rs. 50 
million have had most licensing restrictions lifted. The Government has 
so far been much slower to lift restrictions on the large industrial houses 
and foreign firms. 


Prices and Money 


Inflation continues at a rapid rate, although recently there have been some 
signs that it may be weakening. Real per capita income will be lower this 
year than last, as population grows faster than the almost stagnant economy. 
The wholesale price index rose 31 percent between September 1973 and 
September 1974, and consumer prices rose by 29 percent. Prices of retail 
food items rose over 40 percent on the average. Unofficial indications for 
October show significant price declines for a wide range of items, as 
government anti-inflation policies start to take effect. 


Along with shortages of food and other essentials, the rise in the money 
supply -- 12 percent from September 1973 to September 1974 -- is a 
significant cause of inflation. The reason for this increase is recurrent 
Central Government budgetary deficits, which may run as high as $600 million 
this year, despite severe and socially painful budgetary stringency. The 





budget itself is caught in the inflationary spiral through such things 
as cost-of-living increases. The Government has attempted to reduce 
this deficit by limiting a variety of expenditures including some 
desirable social welfare measures (e.g., health and family planning). 
The Central Government has also applied strong pressure on the States 
to hold down their spending. An obvious source of new taxation, 
agricultural revenues, remains the responsibility of the States and 
political realities in the States inhibit taxation of agriculture by the 
Center. With almost half of incomes generated on the land, agri- 


cultural income taxes account for only 1.5 percent of State and Center 
revenues combined. 


The Government of India has recently employed a variety of monetary 

and fiscal measures to try to slow inflation. The growth in money supply 
has slowed to 12 percent between September 1973 and September 1974, 
as compared to a 20 percent rise in the same period last year. In July, 
the Government sought to limit disposable personal income by imposing 
restrictions on disbursements on additional wages and cost-of-living 
increases and requiring compulsory special savings deposits for persons 
with an annual income of over Rs. 15,000 ($1,875). Limitations were 
placed on corporate dividends, which also served to increase corporate 
liquidity. The Government has levied a variety of new taxes, including 
a tax on bank interest and excises on a variety of industrial commodities. 


There has been hardly any growth in commercial bank credit in the last 
five months due to tight controls on loans to the private sector and higher 
interest rates. Fears have been expressed that the credit squeeze will 
lead to an economic recession. The Government has reaffirmed its tight 
credit policy, even at the risk of reducing output in various industries. 


The Government of India has recently launched a crackdown on smuggling, 
large-scale tax evasion, and other illegal economic activities. The 
Government jailed hundreds of smugglers under the Maintenance of Internal 
Security Act in order to curb the massive smuggling traffic to and from the 
Persian Gulf, which is estimated to cost India hundreds of millions of 
dollars in foreign exchange annually. The Government action has reduced 
the speculative hoarding of certain commodities and panic selling has 
caused prices of some luxury goods to decline. 





Trade and Balance of Payments 


Thanks to buoyant exports, India's trade balance has held up much 
better than expected in IFY 1974/75, but the high oil and food bill 
resulted in an increase in the deficit to $300 million in the first five 
months of this year. Imports rose by 54 percent over the same period 
last year, mainly because of much higher prices of imported oil and 
fertilizer, and massive foodgrain imports. 


The Government continued its tight import controls especially in view 
of the enormous expenditures for petroleum, but is selectively 
permitting imports that lead to exports. Largely due to rising world 
commodity prices, the value of Indian exports increased 48 percent 
in the first five months of the current fiscal year. Of the additional 
$500 million in exports during the first five months of IFY 1974/75 
one-third of this rise seems to have been from sugar alone. Other 
commodities registering substantial gains were silver (the exportation 
of which was legalized in February 1974), naphtha, engineering goods, 
tea, ready-made garments, leather goods, cashews, iron ore and 
coffee. 


India in 1974 is rapidly expanding its trade and economic relations with 
the Persian Gulf countries as an attempt to alleviate the adverse effects 
of the OPEC petroleum price hike. India is hopeful that Iran will invest 
substantially in India for the development of iron ore deposits, aluminum 
plants and cement, sugar refining and newsprint plants, which would 
export most of their production to Iran. The Indo-Iranian Kudremukh iron 
ore project could involve an capital investment of $400 to $600 million 
and may offer significant participation to American firms. It will take 
several years before any of these plans come to fruition, however. 


Although foreign reserves have held up better than expected, as a 
precautionary measure, India drew its first (or no strings attached) 

credit tranche of $283 million from the IMF last spring. Recent heavy 
foodgrain purchases this summer have caused overall reserves to drop 

to $1.3 billion, but this is still equal to 3 months total imports, and India 
is in no danger of international insolvency in the immediate future. In 
addition, India has just announced in October that it will add to its 
reserves by borrowing $240 million from the IMF oil facility. 


India will receive $1.4 billion in assistance from IDA and the Aid India 
Consortium in 1974/75. IDA is shifting its emphasis from infrastructure 
project loans to broader agricultural sector projects. It has also agreed 
to make larger program loans for the import of essential commodities. The 
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Soviet Union continues to provide a small amount of assistance for 
capital development projects, particularly in steel, power generation, 
and other heavy industry, but the Soviets are not providing commodity 
loans which are more urgently needed by India. 


IMPLICATIONS FOR THE UNITED smarrs 


Continuing economic difficulties, tight import controls by the Government 
to conserve foreign exchange, and restrictions of foreign investment 
indicate a need for careful choosing of trade and investment opportunities. 
There are good opportunities in high technology, energy, and predominantly 
exporting sectors. The Indo-US Joint Commission, which was signed during 
the recent visit of Secretary of State Kissinger to India, provides a useful 
forum for discussing bilateral trade, investment, and technical cooperation. 


Trade: The first half of CY 1974 shows higher US imports from India and 
almost the same value of US exports as in 1973. Although no detailed 1974 
trade data are as yet available, the US has already sold roughly 2.4 million 
tons of wheat, valued at approximately $370 million, as well as four Boeing 
737's and their spares, worth about $25 million. There is good market 
potential for American-made oil exploration equipment, mining machinery,, 


railroad transportation, electric power equipment, textile machinery, tire- 
making machinery, industrial chemicals, machinery and equipment for 
fertilizer plants, paper-making equipment, pesticides, machinery for manu- 
facturing electronic equipment, and navigation and related instruments and 
equipment for deep-sea fishing trawlers. The Indians would like to export 
more jute to the US, and hope that no restrictions are placed on the use of 
jute as a packaging material. 


For now, as noted above, India:is restricting imports financed by its free 
foreign exchange largely to wheat and other food products, fertilizers, 
petroleum, mining machinery, railway equipment and oil exploration equipment. 
Prospects for import licenses for other commodities are not bright. In the 
interim the Embassy and Indian government agencies have been actively 
exploring alternate and heretofore novel trade techniques (e.g. link deals) 
which may open up new trade channels not involving foreign exchange 
expenditures. There is scope for export promotion in projects financed by 
multilateral agencies (particularly IDA/IBRD) and in such priority industries 
as fertilizer manufacturing and power generation. 


Investment: At the present time some 420 American firms have investment or 
related collaborations in India, about half of which involve equity investment. 
The total book value of US investment in India was estimated at $325 million 
in the beginning of 1974, but this amount has been substantially reduced this 
year, aS one major American oil company has already sold most of its equity 
to the Indian government. 
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Foreign firms are seeking to comply with the Foreign Exchange Regulation 
Act, which is designed to reduce foreign-owned equity to no more than 
40 percent. The Indian Government is likely to enforce this rule less 
strictly for foreign investment in the priority industrial sectors of the 
economy. The flexibility with which the Foreign Exchange Regulation 
Act will be implemented will be a major factor in determining whether 

or not India will provide a favorable or unfavorable investment climate 
for new joint-venture or licensing arrangements in the future. 


Areas where US joint ventures or collaboration may be welcome are 
electronic components, pharmaceuticals, fertilizers, specialty glass, 
steel, mining equipment, specialty chemicals, insecticides, industrial 
explosives, and textile machinery. A UN-sponsored sponge iron pilot 
project also offers good opportunities for collaborations. Several new 
US investments in South India in the field of tire manufacturing are 
going on stream this year. India's first El ectronic Export Processing 
Zone, where consumer electronic goods are manufactured exclusively 
for export, was recently opened in Bombay. In an attempt to reduce 
dependence upon imported crude, the Indian Government is allowing 
some foreign companies to participate in offshore oil exploration in 
certain areas. 
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